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Report of Independent Certified Public Accountants

To the Member of
Communications Equity Associates, LLC

In our opinion, the accompanying statement of financial condition and the related statements of
operations, of member’s equity and of cash flows present fairly, in all material respects, the
financial position of Communications Equity Associates, LLC (the “Company’) at December 31,
2001, and the results of its operations and its cash flows for the year then ended in conformity
with accounting principles generally accepted in the United States of America. These financial
statements are the responsibility of the Company’s management; our responsibility is to express
an opinion on these financial statements based on our audit. We conducted our audit of these
statements in accordance with auditing standards generally accepted in the United States of
America, which require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

As more fully described in Note 1, the Company incurred a net loss of $2,410,920 in the year
ended December 31, 2001. The Company’s plans for providing liquidity during 2002 are also set
forth in Note 1.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules I and II is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by Rule 17a-5 under the Securities Exchange Act of 1934.
Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated, in all material respects, in relation to the

basic financial statements taken as a whole.
mo,éém&?m AL

February 22, 2002



Commupnications Equity Associates, LLC

Statement of Financial Condition

December 31,

2001
Assets
Cash and cash equivalents $ 664,433
Due from affiliates 108,551
Accounts receivable 287.097
Furniture, equipment and leasehold improvements, net 048.948
Other assets 764,190
Total assets $ 2.773.219
Liabilities and Member's Equity
Accounts payable, accrued expenses and other liabilites $ 1.387.278
Total labilities 1,387,278
Commitments and contingencies (Note 4)
Member's Equity 1,385,941
Total liabilities and member's equity $ 2.773.219

The accompanying notes are an integral part of these financial statements.

2.




Communications Equity Associates, LLC

Notes to Financial Statements

1.

Nature of Business:

Communication Equity Associates, LLC (the “Company™) s a limited liability company
organized pursuant to the Delaware Limited Liability Company Law, whose sole member is
Communications Equity Group, LLC (“CEG”). The Company and its sole member are
ultimately owned and controlled by the J.P. Michaels Jr. Family Trust of which J.P. Michaels
Jr. is the sole trustee and has beneficial ownership interest. The Company provides
international investment banking and consulting services to the communications, media, and
entertainment industries.

The Company is a broker-dealer registered with the Securities and Exchange Commission
(*SEC”) and is a member of the National Association of Securities Dealers, Inc.

Business Conditions and Liquidity Considerations:

For the year ended December 31, 2001, the Company incurred a net loss of approximately
$2.411,000. In addition, as of December 31, 2001, the Company had a net capital deficiency
(“as defined”) of approximately $213,000. See Note 5.

Management has been evaluating the Company’s cash needs and recognized that the
Company will need to generate additional resources to the extent necessary to assure
continuation of the Company’s operations. Accordingly. the Company has received
representation of a commitment to provide for funding, if needed, from J.P. Michaels Jr.

Summary of Significant Accounting Policies:
Management Estimates and Assumptions

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

Cash and Cash Equivalents

The Company considers all highly liquid investments with an initial maturity of three months
or less to be cash equivalents.

Revenue Recognition

Investment banking revenues are recognized at the time the related transactions are
completed. Any warrants received in connection with investment banking transactions are
recorded at estimated fair value. As of December 31, 2001, the Company had no warrants.
Consulting revenues are recognized as the services are provided.




Communications Equity Associates, LLC

Notes to Financial Statements

Furniture, Equipment, and Leasehold Improvements

Furniture, equipment and leasehold improvements are recorded at cost. The Company
provides depreciation on property and equipment at rates which approximate the double
declining balance method over the estimated economic useful life of the asset ranging from
five to seven years. Leasehold improvements are depreciated over the shorter of their useful
life or the life of the lease. Repair and maintenance costs are charged to expense as incurred.

Other Assets

Other assets consist primarily of the cash surrender value of officers’ life insurance policies.

Income Taxes

The Company is a single member limited liability corporation. Accordingly, the
accompanying financial statements include no benefit for income tax as the Company’s loss
is reported for tax purposes by its sole member.

Fair Value of Financial Instruments

The financial instruments of the Company are reported in the accompanying statement of
financial condition at their carrying values which approximate their fair values.

3. Furniture, Equipment and Leasehold Improvements:

The balances of furniture. equipment and leasehold improvements at December 31, 2001:

Furniture and Equipment § 2,918.331
Leasehold improvements 819,192
3.737.523
Less accumulated depreciation (2,788,575)
' $ 048,948

4. Commitments and Contingencies:

The Company leases office facilities and equipment under various operating lease
arrangements. These leases have remaining terms ranging from one to five years with
options for renewal. Total rent expense was approximately $1.209,000 for the years ended
December 31, 2001.



Communications Equity Associates, LLC

Notes to Financial Statements

Future minimum lease payments under operating leases with non-cancelable lease terms in
excess of one year at December 31, 2001 are as follows:

2002 A 1,491,714
2003 1.307.104
2004 1.002.786
2005 495,989
2006 16,136

$ 4,313,729

5. Regulatory Requirements:

The Company is subject to SEC Uniform Net Capital Rule 15¢3-1, which requires the
maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to
net capital, both as defined, shall not exceed 15 to 1. Net capital and the related ratio of
aggregate indebtedness to net capital, as defined, may fluctuate on a daily basis. At
December 31, 2001, the Company’s ratio of aggregate indebtedness to net capital was (6.5)
to 1. At December 31, 2001, the Company had a net capital deficiency. The Company’s net
capital as of December 31, 2001 of $(213,323), was $305,799 less than its required net
capital of $92,476. Subsequent to year end, on January 17, 2002, the sole member of the
Company contributed an additional $655,000 to put the Company in compliance with
minimum net capital requirements. The Company claims exemption from SEC Rule 15¢3-3
under Paragraph (k)(2)(i) of the Rule.

6. Related Party Transactions:

The Company pays operating expenses for certain affiliates” portion of expenses. These
expenses are allocated to the respective affiliates and reimbursed to the Company on a
regular basis. Amounts reimbursable at December 31, 2001 are reflected in due from
affiliates on the accompanying statement of financial condition.



